subSaharan Africa is the lowest-income region in the world. Figure 1 and Table 1 , taken together, offer a snapshot of Africa today. Figure 1 is a map of the continent. Table 1 gives some basic information on population, GDP, standard of living, and growth rates for countries of subSaharan Africa. We focus on the subSaharan countries, setting aside the north Afiican countries of Algeria, Egypt, Libya, Morocco and Tunisia. This is conventional for the studies of this area, since the north African countries are part of a different regional economy-the Middle East-with its own distinctive set of economic issues. It is clear that Africa has suffered a chronic failure of economic growth. The problem for analysis is to determine its causes. (1999) .
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The debate on the causes of slow African growth has offered many different explanations. These can be usefully grouped into a two-by-two matrix, distinguishing on the one hand between policy and exogenous "destiny" and, on the other, between domestic and external factors. Table 2 compares Africa to other developing regions, using this grouping. Until recently it has largely been accepted that the main causes of Africa's slow growth were external, with the debate focusing upon whether external problems were policy-induced or exogenous. Especially during the 1980s, the World Bank, the International Monetary Fund and bilateral donors came to identify exchange rate and trade policies as the primary causes of slow growth in Africa. Table 2 offers some evidence that official exchange rates in sub-Saharan Africa have been more overvalued relative to (often illegal) market rates than is common for other less developed economies of Asia and Latin America. Tariffs and quantitative trade restrictions have also been higher in Africa than elsewhere. The rival thesis, often favored by African governments, was that the crisis was due to deteriorating and volatile terms of trade, and as Table 2 shows, terms of trade have indeed been more volatile for Africa than for other less developed economies. Jeffrey Sachs and his co-authors have emphasized a further adverse external "destiny" factor: Africa's population is atypically landlocked. As shown in Table 2 , a high proportion of the population is remote from the coast or navigable waters.
Recently, attention has shifted to possible domestic causes of slow growth within African nations, but the debate as to the relative importance of policyinduced and exogenous problems has continued. Sachs and his co-authors have attributed slow growth to "the curse of the tropics." Africa's adverse climate causes poor health, and so reduces life expectancy below that in other regions, which puts it at a disadvantage in development. The adverse climate also leads to leached soils and unreliable rainfall, which constrains African agriculture. African nations also appear to have more ethnic diversity than other poor nations of the world, which may make it harder to develop an interconnected economy. In contrast to the domestic destiny argument, Collier and Gunning (1999) have emphasized domestic policy factors such as poor public service delivery. African governments have typically been less democratic and more bureaucratic than their Asian and Latin American counterparts.
Of course, once the conditions for slow growth are established by any combination of these reasons, they can become self-reinforcing in an endogenous process. Weak economic growth helps explain a lower saving rate and a higher proportion of flight capital for Africa compared to the less developed nations of Asia and Africa. Richer countries tend to see their population growth rates drop off, so the poverty of Africa has helped to keep its birth rates high, even as compared to the world's other less developed economies. Similarly, poverty may have increased the incidence of Africa's numerous civil wars, as well as being a consequence of them.
In the discussion that follows, we assess the policy/destiny and domestic/ external distinctions in various combinations. During the mid-1990s, African per-W h y Has Africa Grown Slowly ? Tables  5.6 . The index of ethno-linguistic diversity is on the scale 0-100 with 0 being homogenous (Mauro, 1995) . The Gastil index of political rights is on the range 1-7 with 1 being fully democratic. The index of bureaucracy is on the scale 0-6 with high score indicating better quality (Knack and Keefer, 1995) . Population living less than 100 km from the sea or a navigable river, from Bloom and Sachs (1999), Table 2 , (other LDCs is the weighted average for Asia and Latin America). Terms of trade volatility is the standard deviation of annual log changes 1965-92, (Collins and Bosworth, 1996) . Parallel exchange rate premium (%), (Easterly and Levine, 1997). Average tariff: simple average, computed by IMF, we would like to thank Robert Sharer for these numbers. QRs: weighted average incidence of non-tariff measures over product lines; other LDCs is simple average of Latin America and East Asia; from Rodrik (1999 , Table 12 ). Investment rate and population growth rate, World Development Indicators, 1999 Capital flight/private wealth as of 1990 (Collier and Pattillo, 1999) .
formance started to improve, with a few countries growing quite rapidly. We conclude by assessing these different explanations as guides to whether this improvement is likely to be transient or persistent.
Four Types of Explanation

Domestic-Destiny
Africa has several geographic and demographic characteristics which may predispose it to slow growth. First, much of the continent is tropical and this may handicap the economy, partly due to diseases such as malaria and partly due to hostile conditions for livestock and agriculture. Life expectancy has historically been low, with the population in a high-fertility, high infant-mortality equilibrium. With the advent of basic public health measures, population growth became very high. In particular, Africa has not been through the demographic transition whereby fertility rates decline which occurred in Asia and Latin America over the past 40 years. On one estimate, Africa's low life expectancy and high population growth account for almost all of Africa's slow growth (Bloom and Sachs, 1998) . The argument is not clear-cut, however. Low life expectancy and high fertility are consequences of low income as well as causes, so the estimates are likely to be biased upwards. The household-level evidence suggests that the effects of poor health on income are small, although these in turn will be biased downwards by the omission of large-scale changes in economic activity which cannot be detected at the household level.
Whether or not Africa's past demographic characteristics have contributed to its slow growth, some African countries seem certain to go through a distinctive and disastrous demographic transition during the next two decades. As a result of AIDS, adult mortality rates will rise dramatically. In Africa, AIDS is a heterosexual disease. During the 1980s in parts of Africa it spread rapidly across the population before the risks became apparent, with up to 20-25 percent of adults now HIV-positive in some countries (World Bank, 1997) . This human tragedy will have substantial economic effects during the next decade, especially since infection rates appear to be higher among the more educated, but it does not account for historically slow growth.
A second key characteristic of Africa which may predispose it to slow growth is that soil quality is poor and much of the continent is semi-arid, with rainfall subject to long cycles and unpredictable failure. Soils derive disproportionately from a very old type of rock ("Basement Complex"), which is low in micronutrients and varies considerably between localities. The application of additional macronutrients, which is the fertilizer package associated with the Green Revolution, is generally ineffective with low levels of micronutrients. Africa probably has scope for its own agricultural revolution, but it will depend upon locality-specific packages of micronutrients (Voortnlan et al., 1999) . Since the 1960s, the semi-arid areas of Africa have been in a phase of declining rainfall (Grove, 1991) . While there are no estimates of the output consequences of this decline, it may be significant, since agriculture is typically about one-quarter of GDP in this region. Given the lack of irrigation, the unpredictability of rainfall implies high risks in agriculture. With incomplete insurance and a high rate of time preference, households have to use assets for purposes of consumption-smoothing rather than investment. Households can thus become trapped in low-income, high-liquidity equilibria (Dercon, 1997) .
A third relevant characteristic of Africa's economies, which can be seen as a result of these semi-arid conditions, is that the continent has very low population density. One by-product is high costs of transport which in turn have added to risk: poor market integration has hampered the use of trade for risk sharing. Another consequence of low population density is that Africa has relatively high natural resource endowments per capita (Wood and Mayer, 1998) . High levels of natural resources can cause several problems. High levels of exported natural resources may lead to an appreciation of the exchange rate, which in turn makes manufacturing less competitive. Yet manufacturing may offer larger growth externalities, such as learning, than natural resource extraction. Natural resources may also increase "loot-seeking" activities. Collier and Hoeffler (1998) find that a dependence on natural resources strongly increases the risk of civil was, which has been a widespread phenomenon in Africa.
A further consequence of low population density is that African countries have much higher ethno-linguistic diversity than other regions; when groups come together less, there is less mingling and merging. Easterly and Levine (1997) find that this high level of diversity is the most important single cause of Africa's slow growth. There are various interpretations of this result. A common perception is that Africa's high ethnic diversity accounts for its high inciderice of civil war. This turns out to be false: high levels of ethnic and religious diversity actually make societies significantly safer (Collier and Hoeffler, 1999) . The effects of ethnic diversity on growth turn out to be contingent upon the political system; diversity has deleterious effects only when it occurs in the context of governments which are undemocratic. finds that in democratic societies, ethnic diversity has no effect on either growth or the quality of public projects, but that in dictatorships, high levels of diversity reduce growth rates by 3 percentage points and double the rate of project failure relative to homogeneity. Dictatorships tend not to transcend the ethnic group of the dictator, so that the more ethnically fragmented the society, the more narrowly based a dictatorship will be, whereas democratic governments in such societies must be ethnically cross-cutting. In turn, the more narrowly based the government, the greater the payoff to predation relative to the inducement of generalized growth. Africa's problem was thus not its ethnic diversity but its lack of democracy in the context of diversity.
A fourth characteristic of Africa that may hinder its growth prospects is that because of its colonial heritage, Africa has much smaller countries in terms of population than other regions. Sub-Saharan Africa has a population about half that of India, divided into 48 states. These many states, combined with low levels of income, make Africa's national economies radically smaller than those of other regions. Very small states might be economically disadvantaged for several reasons. If government has some fixed costs, either in its administrative role or as a provider of services, then it may be hard for a small state to perform at minimum cost. Moreover, the society may forfeit much more extensive scale economies if it combines small scale with isolation. Some domestic markets will be too small even for the minimum efficient scale of production of a single producer; all domestic markets taken alone will be less competitive than in larger economies. Small economies are also perceived by investors as significantly more risky (Collier and Dollar, 1999a) . Finally, they may have a slower rate of technological innovation; Kremer (1993) argues the incidence of discoveries may be broadly proportional to the population, so that if discoveries cannot readily spread between societies, low-population societies will have less innovation. However, in aggregate these effects cannot be large, because growth regressions generally find that state size does not affect a nation's rate of economic growth.
Domestic-Policy
For much of the post-colonial period, most African governments have been undemocratic. The median African government during the 1970s and 1980s was close to autocracy, and far less democratic than the median non-African developing country (as measured by the Gastil scale of political rights shown in Table 2 ). A typical pattern was that governments were captured by the educated, urbanresident population, with few agricultural or commercial interests. They expanded the public sector while imposing wide-ranging controls on private activity. These choices have been economically costly.
Public employment was expanded, often as an end in itself. For example, in Ghana by the late 1970s the public sector accounted for three-quarters of formal wage employment (Ghana Central Bureau of Statistics, 1988) , and even in a more market-oriented economy like Kenya, the figure was 50 percent as of 1990 (Kenya Central Bureau of Statistics, 1996) . Indeed, economic decline may have increased pressure for public sector employment. The large number of public sector employees was reconciled with limited tax revenue by reducing wage rates and non-wage expenditures. The ratio of wage to non-wage expenditures in African governments is double that in Asia, and this has lowered the quality of public services; for example, in education, teaching materials are often lacking. The large, ill-paid public sector became the arena in which ethnic groups struggled for resources. For example, in the Ghanaian public sector, the locally dominant ethnic group received a wage premium of 25 percent over other groups after controlling for worker characteristics, and cognitive skills were completely unrewarded (Collier and Garg, 1999) . The combination of low wage levels and payment structures, which rewarded social connections rather than skill, made it difficult for managers to motivate staff, and the difficulties of service delivery were compounded by the low ratio of non-wage to wage expenditures.
Since public sector employment was the main priority, managers were not under severe pressure for actual delivery of services from their political masters. Because of the lack of democracy, neither were they accountable to the broader public. As a result, Africa experienced a paradox of poor public services despite relatively high public expenditure (Pradhan, 1996) . Poor service delivery handicapped firms through unreliable transport and power, inadequate telecommunications networks, and unreliable courts. For example, manufacturing firms in Zimbabwe need to hold high levels of inventories, despite high interest rates, due to unreliable delivery of inputs tied to poor transportation infrastructure (Fafchamps et al., 1998) . A survey of Ugandan firms found that shortage of electricity was identified as the single most important constraint upon firm growth; indeed, the provision of electricity by firms for their own use was almost as large as the public supply of electricity (Reinikka and Svensson, 1998). A study in Nigeria found that own generators accounted for three-quarters of the capital equipment of small manufacturers (Lee and Anas, 1991) . The poor state of African telecommunications was estimated to reduce African growth rates by 1percentage point, according to Easterly and Levine (1997) . (However, since telecommunications was the main infrastructure variable which they could quantify, and since lack of different kinds of infrastructure is probably highly correlated, their estimate is probably a proxy for a wider range of infrastructural deficiencies.) African commercial courts are more corrupt than those in other regions (Widner, 1999) . As a result, firms face greater problems of contract enforcement. Some firms can overcome these by relying upon their social networks to screen potential clients, but it is common to restrict business to long-standing clients (Bigsten et al., 1999) . Ethnic minorities, such as Asians in East Africa and Lebanese in West Africa, tend to have more specialized social networks and so are better able than African firms to screen new clients (Biggs et al., 1996) . The problem of contract enforcement thus makes markets less competitive and reduces the potential gains from trade, while tending to perpetuate the dominant position of minorities in business.
Poor public service delivery also handicapped households through inefficient education, health and extension services. A survey of primary education expenditures in Uganda found that, of the non-wage money released by the Ministry of Finance, on average, less than 30 percent actually reached the schools (Ablo and Reinikka, 1998) . The expansion of the public sector has reduced private initiative. Since major areas of economic activity were reserved for the public sector-often including transport, marketing and banking-and African elites looked to the public sector rather than the private sector for advancement, Africa was slow to develop indigenous entrepreneurs.
African governments built various economic control regimes. A few nations, such as Ethiopia, Angola and Tanzania, had wide-ranging price controls under which private agents had an incentive to reduce production-at least officially marketed production. These governments often attempted to counterbalance these incentives with coercive production targets, but the net effect was usually dramatic declines in economic activity. More commonly, firms were subject to considerable regulation. For example, for many years manufacturing firms wishing to set up in Kenya had to acquire letters of no objection from existing producers, which resulted in a predictably low level of competition. In Uganda, when the government removed the requirement that coffee could only be transported by rail, the market for road haulage expanded sufficiently to induce new entry, which in turn broke an existing cartel, nearly halving haulage rates. Similarly, in Tanzania during the long period when agricultural marketing was heavily regulated, marketing margins for grain were double what they were both before regulation and after deregulation (Bevan et al., 1993) . In this period, food prices became much more volatile: between 1964 and 1980 the coefficient of variation (that is, the ratio of the standard deviation to the mean) of maize prices at regional centers doubled, falling again sharply when markets were liberalized.
Government interventions undermined the functioning of product markets in many countries. Private trading, which was often associated with ethnic minorities such as the Indians in East Africa and the Lebanese in West Africa, was sometimes banned. A particularly damaging intervention, practiced even in relatively marketfriendly economies such as Kenya, was to ban private inter-district trade in food. Where government marketing monopolies were focused on ensuring the food supply to urban areas, this provision discouraged farmers from specializing in non-food export crops, since they could not rely on being able to buy food locally.
Since the political base of governments was urban, agriculture was heavily taxed and the public agronomic research needed to promote an African green revolution, based on locally-specific packages of micronutrients, was neglected. The main source of agricultural growth has been the gradual adoption of cash crops by smallholders, a process slowed down by government pricing policies (Bevan et al., 1993) . While governments favored manufacturing, the basis for industrial growth in this area was also undermined, since trade and exchange rate policies induced industrial firms to produce under uncompetitive conditions and only for small and captive domestic markets.
The same urban bias initially led governments to favor the urban wage labor force. In the immediate post-colonial period, minimum wages rose and unions acquired influence, so that wages increased substantially. However, postindependence inflation has usually eroded minimum wages, so that in most of Africa, wage rigidities in the labor market are not currently a significant impediment to the growth process. The exceptions are South Africa, where the labor market may just be going through such a real wage adjustment now, and the low inflation environments of Ethiopia and the countries in the "franc zone," the 13 former colonies of France in west and central Africa which had currencies pegged to the French franc. While high wage levels are not normally a hindrance to African economies, the job matching process appears to be inefficient, so thatjob mobility offers unusually high returns (Mengistae, 1998) . This is an instance of the high costs of market information; for example, newspapers are expensive and have low circulation.
Financial markets were heavily regulated, with bank lending directed to the government, public enterprises or "strategic" sectors, very limited financial intermediation and virtually no competition between financial institutions. A common proxy for the extent of financial intermediation, known as "financial depth," is the broad money supply, M2, relative to GDP. But although Africa has even less financial depth than other developing areas, currently available evidence suggests that this may have had only a modest impact on its growth. For example, Easterly and Levine (1997) estimate that lack of financial depth reduced the annual growth rate by only 0.3 percentage points. Similarly, microeconomic survey evidence on manufacturing firms indicates that the lack of external finance is not currently the binding constraint on industrial investment (Bigsten et al., 1999) .
External-Destiny
Africa is better located than Asia for most developed economy markets. However, most Africans live much further from the coast or navigable rivers than in other regions and so face intrinsically higher transport costs for exports (as shown in Table 2 ). Further, much of the population lives in countries which are landlocked, so that problems of distance are compounded by political barriers. Even a relatively open border like the one between Canada and the United States appears to be a substantial impediment to trade, in the sense that trade across Canadian provinces or across U.S. states is far greater than trade of equal distance between Canada and the United States (McCallum, 1995) . Landlocked countries face national borders on all sides, which may constitute an irreducible barrier to trade even if they have good relations with their neighbors. Typically, growth regressions find that being landlocked reduces a nation's annual growth rate by around half of 1 percent.
A further aspect of external destiny is that Africa's exports are concentrated in a narrow range of commodities, with volatile prices that have declined since the 1960s. The deterioration in the terms of trade for such commodities has undoubtedly contributed to Africa's growth slowdown. However, there is controversy over whether its atypical exposure to terms of trade volatility has been damaging. Deaton and Miller (1996) find little evidence of detrimental effects in the short run. However, case study evidence suggests that shocks have often had longer-run deleterious effects. Investment has been concertinaed into short periods, during which construction booms have raised the unit cost of capital, and government budgets have been destabilized, with spending rising during booms but being difficult to reduce subsequently (Schuknecht, 1999; Collier and Gunning, 1999b) .
Africa has attracted much more aid per capita than other regions. Donor allocation rules have typically favored countries which have small populations and low incomes, and were recent colonies.--and African countries met all three criteria. There has been a long debate as to whether aid has been detrimental or beneficial for the growth process (for recent overviews, see Gwin and Nelson, 1997; World Bank, 1998) . Early critics claimed that aid reduced the incentive for good governance (for example, Bauer, 1982) . Since the 1980s, the World Bank and the International Monetary Fund have attempted to make policy improvement a condition for the receipt of aid. Econometric work does not find that aid has had a significant effect on policy: to the extent that aid encourages or discourages policy changes, the two effects apparently offset each other. However, the effect of aid on growth has been shown to be policy-dependent. Where policies are good, aid substantially raises growth rates, where they are poor, diminishing returns rapidly set in so that aid cannot significantly contribute to growth. This result holds whether the measure of policy is objective indicators of the fiscal and exchange rate stance (Burnside and Dollar, 1997), or subjective but standardized ratings of a broader range of policies done by the World Bank (Collier and Dollar, 1999) . Until recently, many African policy environments were not good enough for aid to raise growth substantially. Hence, the evidence does not support Bauer's (1982) claim that Africa's large aid receipts were a cause of its slow growth, but does suggest that Africa largely missed the opportunity for enhanced growth which aid provided.
Excluding South Africa and the oil exporters (whose terms of trade have improved), the net aid inflows since 1970 have been around 50 percent greater than the income losses from terms of trade deterioration. The combination was thus somewhat analogous to an increase in export taxation: the terms of trade losses taking money from exporters, while the aid provided money to governments.
External-Policy
In recent decades, African governments adopted exchange rate and trade policies which were atypically anti-export and accumulated large foreign debts. On a range of indicators, Africa has had much higher trade barriers and more misaligned exchange rates than other regions (Dollar, 1992; Sachs and Warner, 1997) . Exchange rates were commonly highly overvalued, reflecting the interest of the political elite in cheap imports. Tariffs and export taxes were higher in Africa than in other regions of the world, partly because of the lack of other sources of tax revenue to finance the expansion of the public sector. Exports were sharply reduced as a result of export crop taxation. For example, Dercon (1993) shows that Tanzanian cotton exports would have been 50 percent higher in the absence of taxation. Quantitative restrictions on imports were also used much more extensively, despite yielding no revenue. They often arose because of the difficulties of fine-tuning import demand in a situation where government was attempting to keep exchange rates fixed with few reserves. They probably persisted because they generated large opportunities for corruption, since someone could often be bribed to circumvent the quantitative limits.
The international growth literature has reached a consensus that exchange rate overvaluation and tight trade restrictions are damaging, but controversy continues over the effects of more moderate trade restrictions (Rodrik, 1999) . However, there are reasons why Africa's poor export performance may have been particularly damaging. Since 1980, African export revenue per capita has sharply declined, which in turn has induced severe import compression of both capital goods and intermediate inputs. Moreover, because African economies are so much smaller than other economies, external barriers of a given height have been significantly more damaging (Collier and Gunning, 1999) .
By the 1990s, several African economies had accumulated unsustainable international debts, largely from public agencies. Clearly, this is one way in which poor decisions of the past become embedded in the present. There is a good theoretical argument that high indebtedness discourages private investment due to the fear of the future tax liability. There is some supporting evidence for this claim, although since poor policies lower GDP, using high debt/GDP as an explanatory variable may simply be a proxy for poor policies more broadly (Elbadawi et al., 1997) .
Policy or Destiny?
The dichotomy between policy and destiny is of course an oversimplification: some apparently exogenous features of Africa have often been induced by policy, and conversely, African policies may reflect exogenous factors.
Consider, first, some of the "exogenous" factors that we have discussed under destiny. For example, the claim by Sachs and Warner (1997) that geography and demography almost fully account for Africa's slow growth rests largely upon the lack of a demographic transition to lower fertility rates in Africa, as has happened in most of Latin America and Asia. However, it is more plausible to regard these continuing high fertility rates as a consequence of slow growth than a cause. The lack of employment opportunities for young women has prevented the opportunity cost of children from rising, and the low returns to education in an environment where many of the "good" jobs are allocated by political criteria have reduced the incentive for parents to educate their children.
Similarly, the argument that the concentration of Africa's population in the interior is an external force holding down growth can also be seen as an endogenous outcome; specifically, the population has remained in the interior because of the failure of Africa's coastal cities to grow. In turn, this is partly because the failure to industrialize has slowed urbanization, and partly because policy has often been biased against coastal cities; for example, in both Nigeria and Tanzania the capital was relocated from the coast to the interior. Where policy was less biased, as in the C8te d'Ivoire during the 1970s, the coastal population grew so rapidly that it supported massive emigration from the landlocked economy of Burkina Faso: at its peak, around 40 percent of the Ivorien population were immigrants.
Further, being landlocked need not be an economic disadvantage. Developed landlocked economies, such as Switzerland, have atypically low international transport costs because they have oriented their trade towards their neighbors. By contrast, Africa's landlocked economies trade with Europe, so that neighboring countries are an obstacle rather than a market. These patterns of trade are partly a legacy of the colonial economy, but they also reflect the high trade barriers within Africa erected by post-independence governments, and the slow rate of growth. Ultimately, landlocked economies were faced with neighboring markets that were both inaccessible and unattractive, which did not make it desirable to reorient the economy to trade with them. Finally, Africa's continued export concentration in a narrow range of primary commodities, which we discussed earlier as reflecting the destiny of resource endowments, probably also reflects a number of public policy decisions. Other export activities have been handicapped either directly through overvalued exchange rates, or indirectly, through high transactions costs. Poor policy has given Africa a comparative disadvantage in "transaction-intensive" activities such as manufacturing. Now consider the reverse situation; that is, how some of the dysfunctional policies that we have discussed can also be considered the outcome of exogenous forces. The anti-export policies which we argue hindered growth can be viewed as a consequence of the fact that most of the population lives far from the coast (Gallup and Sachs, 1999) . In such societies, it might be argued that the elasticity of growth with respect to openness is lower and so the incentive for openness is reduced. However, at present Africa offers little evidence for this hypothesis. According to the World Bank's standardized ratings of policy (currently confiden-tial), all five of the worst-rated countries on the continent are coastal whereas many of the best-rated countries are landlocked. As another example, it is possible that restrictive import policies are adopted, at least initially, in response to trade shocks like those created by an external dependence on commodity exports (Collier and Gunning, 1999b) . The prevalence of natural resources may bring forth a variety of other policy errors, as well. For example, it may worsen policy by turning politics into a contest for rents or, through crowding out manufactured exports, prevent the emergence of potentially the most potent lobby for openness.
Along with being endogenous to fixed effects like geography, policies are also affected by experience. Societies which have experienced high levels of economic risk may place a higher priority on income-sharing arrangements such as expanded opportunities of public employment, rather than focusing on income generation. Societies also learn from past failure. The African nations which have recently implemented the strongest economic reforms, such as Ghana and Uganda, tended to be those which had earlier experienced the worst economic crises. However, African countries facing the challenge of reversing economic failure have lacked significant role models within the continent. In east Asia, Hong Kong, Singapore, Taiwan and Korea provided early role models, as did Chile since the late 1970s in Latin America. Within-continent models may be important because the information is both closer to hand and more evidently pertinent. Once Africa develops examples of success, the scope for societal learning across the continent will make it unlikely that Africa is "destined" to poor policies by its geography: although its geographic characteristics may have given it some weak tendencies towards poor policies in the initial post-independence period.
Sorting out the policy effects from the destiny effects is a difficult econometric problem. In the ordinary least squares regressions common in the analysis of African growth, the dependent variable is typically the average growth rate over a long period, and a variety of policy and destiny variables enter as the explanatory variables. Depending upon the specification, either policy or destiny can appear important.
An alternative approach is to consider the extent to which African slow growth has been persistent, to take advantage of the insight that policies have varied, whereas destiny-like geographic disadvantages remain constant over time. Along these lines, Diamond (1998) provides a convincing explanation from a historical perspective of why geographic reasons, such as the north-south axis of the continent, caused African agriculture to develop only slowly prior to European colonization, due to a combination of technological isolation and small scale. However, since colonization gradually relaxed some of these constraints (while introducing others), pre-20th century experience is of limited pertinence for explaining patterns of growth in the last few decades.
More recent experience tends to argue that destiny plays less of a role than policy. After all, the economies of Africa did grow relatively quickly through the first half of the 20th century, and up until the early 1970s, which tends to argue that they were not obviously destined for lower growth. The arrival of slow economic growth in the 1970s coincides with a phase in which African economic policy became both statist and biased against exports. Moreover, the main exception to African economic collapse, Botswana, experienced the most rapid growth in the world despite the seeming exogenous disadvantages of being landlocked and having very low population density.
The most sophisticated econometric test of whether something about Africa seems intrinsically connected to slow growth is the study by Hoeffler (1999) . She searches for a continental fixed effect using panel regressions of five-year periods over 1965-90. She first estimates a simple growth model in which the explanatory variables are initial income, investment, population growth, and schooling. She then uses the coefficients on these variables to compute the residuals, and regresses the residuals on regional dummies. The Africa dummy is small and insignificant, that is, there is no continental fixed effect to explain. However, she does find that both being landlocked and being tropical significantly reduce growth, and these are indeed locational characteristics of much of Africa. Between them they would reduce the African growth rate by around 0.4 percentage points relative to that of other developing regions.
Whereas in the distant past the economies of Africa may well have been intrinsically disadvantaged by factors like less easy access to water transportation or the geography of the continent, the thesis that this has persisted into recent decades is less plausible. Remember that by 1950 Africa had a higher per capita income than south Asia and its subsequent performance was indistinguishable from that region until the mid-1970s. Coastal Africa is not intrinsically markedly worseendowed in any geographical sense than much of coastal Asia or Brazil, although its soil types pose distinct challenges for agronomic research.
By contrast, it is easy to point to policies which until very recently have been dysfunctional. Even as of 1998, Africa had the worst policy environment in the world according to the World Bank ratings. Microeconomic evidence shows how these policies damaged the growth of firms. Poor infrastructure, poor contract enforcement and volatile policies all make the supply of inputs unreliable. Firms have responded to this risky environment partly by reducing risks: they hold large inventories, invest in electricity generators, and restrict their business relations to known enterprises. They have also responded by reducing investment. A striking implication is the conjunction of a high marginal return on capital and a very low rate of investment, even for firms that are not liquidity constrained. In Africa, the elasticity of investment with respect to profits may be as low as 0.07 (Bigsten et al., 1999) . Some of the effects of poor policy are highly persistent. Most notably, the colonial governments of Africa provided little education, especially at the secondary level. Although independent governments rapidly changed these priorities, for the past 30 years Africa has had a markedly lower stock of human capital than other continents. The rapid growth in education has, however, gradually narrowed the gap with other regions.
Even if one disagrees with this view that policy is more important in explaining Africa's slow rate of growth and finds the "destiny" explanations more persuasive, this by no means condemns Africa to growing more slowly than other regions. Some of the economic disadvantages of being tropical may be overcome, for example, by the discovery of vaccines or new strains of crops. Moreover, Africa has two potential growth advantages over other regions which should offset against any locational disadvantage. It has lower per capita income and so could benefit from a convergence effect with richer countries, and it has higher aid inflows and so could benefit from aid-induced growth. If public policies were as good as in other regions, aid and convergence should enable even those countries which are landlocked and tropical to grow more rapidly than other developing regions for several decades. Although the growth regressions would imply that in the long term such countries would converge on a lower steady-state income than more favorably located countries, even this is doubtful. If the coastal African nations grew, then being landlocked would cease to be disadvantageous, since the gains from trading with close neighbors would expand.
Domestic or External?
Until recently, there was broad agreement that Africa's problems were predominantly associated with its external relations, although some analysts emphasized the policy-induced lack of openness and markets, while others attributed poor performance to over-dependence on a few commodities, the prices of which were declining and volatile. In our view, the argument that Africa's poor performance originates in its overdependence on commodities has looked weaker in recent years: Africa has lost global market share in its major exports, often spectacularly. The focus of the discussion has consequently shifted to underlying reasons for poor domestic performance, and in turn to domestic factors. The domestic factors, as we have argued, can be divided into those that smack of destiny, like the fact that much of Africa has a tropical climate, and those that are related to policy. Indeed, we believe that domestic policies largely unrelated to trade may now be the main obstacles to growth in much of Africa.
To illustrate our argument, we focus on Africa's failure to industrialize. It might appear that Africa is intrinsically uncompetitive in manufactures because of its high natural resource endowments give it a comparative advantage in that area (Wood and Mayer, 1998) . But while Africa may have a comparative advantage in natural resources in the long run, at present African wages are often so low that were African manufacturing to have similar levels of productivity to other regions, it would be competitive. Hence, it is low productivity which needs to be explained.
African manufacturing has been in a low-productivity trap. Because African firms are oriented to small domestic markets, they are not able to exploit economies of scale, nor are they exposed to significant competition, and their technology gap with the rest of the world is unusually wide-yielding large opportunities for learning. This suggests that African manufacturing might have atypically large potential to raise productivity through exporting. However, most African firms fail to step onto this productivity escalator. This is because they face high costs for other reasons. As discussed already, transactions costs are unusually high. With transport unreliable, firms typically need to carry very large stocks of inputs to maintain continuity of production, despite higher interest rates than elsewhere. Telecommunications are much worse than other regions. Malfunctioning of the courts makes contract enforcement unreliable, so that firms are reluctant to enter into deals with new partners, in turn making markets less competitive.
These high transactions costs have a relatively large impact on manufacturing. Compared with natural resource extraction, manufacturing tends to have a high share of intermediate inputs and a low share of value-added to final price. Consequently, transactions costs tend to be much larger relative to value-added. Africa's intrinsic comparative advantage in natural resource exports may thus have been reinforced by public policies which have made manufacturing uncompetitive relative to resource extraction. African policies may have given the region a comparative disadvantage in transactions-intensive activities.
Conclusion: Will Africa Grow?
During the mid-1990s, average African growth accelerated and performance became more dispersed. A few countries such as Uganda, CBte d'Ivoire, Ethiopia and Mozambique started to grow very fast, whereas others such as the Democratic Republic of the Congo and Sierra Leone descended into social disorder. "Africa" became less meaningful as a category. Both the improvement in the average performance and the greater dispersion among countries were consistent with what had happened to policy. During the 1990s many of the most egregious exchange rate, fiscal and trade policies were improved. By 1998, although Africa still ranked as the region with the worst policies on the World Bank ratings, it was also the region with by far the greatest policy dispersion. However, the faster growth coincided not only with better policies but with improvements in the terms of trade. Further, investment in Africa as a share of GDP is currently only 18 percent. This is much lower than other regions: for example, 23 percent in South Asia and 29 percent on average in lower middle-income countries. Even these figures may understate Africa's true investment shortfall. Capital goods are more expensive in Africa than the international average, so that once the investment share is recalculated at international relative prices it approximately halves. Although it is not possible to disaggregate investment into its public and private components with complete accuracy, estimates suggest that the shortfall in African investment is due to low private investment. Thus, growth may be unsustainable unless there is a substantial increase in private investment.
On an optimistic interpretation of the evidence, Africa's slow growth from the early 1970s into the 1990s has been due to policies which reduced its openness to foreign trade. Since these policies have largely been reversed during the last decade, if this is correct then Africa should be well-placed for continued growth.
The pessimistic interpretation is that Africa's problems are intrinsic, often rooted in geography. This view implies that economic progress in Africa will be dependent upon international efforts to make its environment more favorable,such as research to eradicate tropical diseases, and finance to create transport arteries from the coast to the interior. The thesis that Africa's economic problems are caused by ethnelinguistic fractionalization has similarly intractable implications.
Our own interpretation lies between these extremes. We suggest that while the binding constraint upon Africa's growth may have been externally-oriented policies in the past, those policies have now been softened. Today, the chief problem is those policies which are ostensibly domestically-oriented, notably poor delivery of public services. These problems are much more difficult to correct than exchange rate and trade policies, and so the policy reform effort needs to be intensified. However, even widespread policy reforms in this area might not be sufficient to induce a recovery in private investment, since recent economic reforms are never fully credible. Investment rating services list Africa as the riskiest region in the world. Indeed, there is some evidence that Africa suffers from being perceived by investors as a "bad neighborhood." Analysis of the global risk ratings shows that while they are largely explicable in terms of economic fundamentals, Africa as a whole is rated as significantly more risky than is warranted by these fundamentals (Haque et al., 1999) . Similarly, private investment appears to be significantly lower in Africa than is explicable in terms of economic fundamentals (Jaspersen et al., 1999) . "Africa" thus seems to be treated as a meaningful category by investors.
The perception of high risk for investing in Africa may partly be corrected by the passage of time, but reforming African governments can also take certain steps to commit themselves to defend economic reforms. Internationally, governments may increasingly make use of rules within the World Trade Organization, and shift their economic relations with the European Union from unreciprocated trade preferences to a wider range of reciprocated commitments. Domestically, there is a trend to freedom of the press, and the creation of independent centers of authority in central banks and revenue authorities, all of which should generally help to reinforce a climate of openness and democracy, which is likely to be supportive of economic reform.
